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TAGS: EFIN, CE 

SUB J : IS SRI LANKA DEVALUING IN SLOW MOTION? 

1 . BEGIN UNCLASSIFIED: THE AUGUST 30 EDITION OF THE AFTERNOON 
CEYLON OBSERVER HEADLINE STORY (BYLINE MANIK X SILVA) STATES 
THAT THE GSL HAS BEGUN A PROCESS OF UNDOING THE EFFECTS OF THE 
MARCH 12 REVALUATION OF THE RUPEE. THE ARTICLE REFERS TO A 
CHANGE IN THE RUPEE/DOLLAR PARITY FROM RS. 7.2817 TO RS. 7.3361 
ANNOUNCED BY THE CENTRAL BANK ON AUGUST 19, AND A SECOND DOWN- 
WARD ADIUSTMENT TO RS. 7.5562 ON AUGUST 30. OFFICIAL SOURCES 

ARE QUOTED AS CALLING THIS PROCEDURE A "PEGGED CRAWL" WHEREBY 
THE RUPEE IS BEING ALLOWED TO FIND A REALISTIC LEVEL VIS-A-VIS 
THE MAJOR INTERNATIONAL CURRENCIES. THIS METHOD WAS CON- 
SIDERED TO BE PREFERABLE TO A SUDDEN, LARGE DEVALUATION. 

2. THE ARTICLE POINTS OUT THAT THE 20 PERCENT REVALUATION OF 

THE RUPEE WAS UNDERTAKEN BY THE PREVIOUS GOVERNMENT TO REDUCE 
THE COST OF LIVING BUT THAT DOMESTIC PRICES DID NOT FALL. ON 
THE OTHER HAND, BUSINESS CIRCLES ARE REPORTED AS SAYING 
THAT A DEVALUATION WILL PUSH UP LOCAL PRICES. END UNCLASSIFIED. 
LIMITED OFFICIAL USE 
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3. BEGIN LIMITED OFFICIAL USE: EMBOFF SPOKE WITH DR. WALTER 
TILAKARATNE, DEPUTY GOVERNOR OF THE CENTRAL BANK, AND WITH 
A. BAND ARANA YAKE, CHIEF OF THE BANKING AND CURRENCY DEPARTMENT 
OF THE CENTRAL BANK, BOTH OF WHOM REFUSED TO CONFIRM THE OB- 
SERVER STORY. TILAKARATNE SAID THERE HAD BEEN NO PARITY AD- 
JUSTMENTS SINCE THE MARCH 12 REVALUATION, AND THE CHANGES ON 
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AUGUST 19 AND 30 REFLECTED ONLY THE NORMAL ADJUSTMENTS TO 
FLUCTUATIONS IN THE VALUE OF THE BASKET OF CURRENCIES TO WHICH 
THE RUPEE IS TIED. 

COMMENT: DE SILVA IS ONE OF THE BEST REPORTERS IN SRI LANKA, 

AND IT SEEMS UNLIKELY THAT HE WOULD WRITE A STORY WITHOUT 
GOOD FOUNDATION. THE EMBASSY WILL BE IN TOUCH WITH OTHER 
SOURCES OVER THE NEXT FEW DAYS AND WILL REPORT FURTHER. 

WRIGGINS 
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